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THE ECONOMIC BASIS OF SOCIALISM. 

MARX'S THEORY OF SURPLUS VALUE. 

SOCIALISM affirms two general propositions ; one is purely 
economic and the other philosophic ; both are claimed to 
be deduced from the history and nature of economic phenom- 
ena. These propositions may be stated as follows : 

First. That the injustice of deducting rent, interest and 
profits from the laborer's rightful income is an inevitable part 
of the economic process of capitalistic production ; and hence 
that all economic and political reform should be directed to the 
elimination of these phases of exploitation. 

Second. That the law of historic evolution and the specializa- 
tion of productive methods naturally tend towards an industrial 
as well as a political democracy, in which public or collective 
administration will necessarily supersede private ownership and 
private control in economic production. 

If these two postulates are correct, modern statesmanship 
should be readjusted to a socialistic basis as rapidly as possible. 
If all rent, interest and profit are exploitation and cannot be 
secured without injustice, they cannot be defended and should 
be abolished. If the evolution of society is necessarily towards 
economic collectivism, to prevent the movement towards social- 
ism is to arrest progress. Before we can safely accept these 
conclusions, however, we must be sure that the postulates are 
correct. 

Since the limits of this paper will not permit the full treat- 
ment of both these propositions, I shall confine myself to the 
first — the economic basis of the socialistic theory. 

If we were discussing the history of modern socialism, we 
should have to go back at least to the days of Owen ; were we 
considering the authorship of the tenets of socialism, we should 
have to turn largely to the writings of Rodbertus ; but to study 
the most complete presentation of the economic basis of social- 
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ism we must take the writings of Karl Marx. Although Marx 
builds chiefly upon the foundation laid by Rodbertus, he is the 
only socialist who has presented a consistent body of economic 
doctrine. His work, Capital, has superseded all others as the 
socialistic text-book ; it is really the economic bible of the disci- 
ples of modern socialism the world over, having been translated 
into several languages. 1 In this work of 800 pages Marx ana- 
lyzes the whole process of economic production under the capi- 
talistic or wage-system and endeavors to explain the origin and 
development of the exploitation of labor upon a purely scientific 
basis. The great evil which he finds in the present industrial 
system is the creation of what he calls "surplus value." He 
endeavors to prove that, through the peculiar economic nature 
of capitalistic production, the laborer can be and is made to pro- 
duce more value than he receives ; and it is this excess of value 
produced over value received which he calls "surplus value." 
According to him, "unpaid wages" constitute the source of 
all rent, interest and profit — in fact of all surplus. This is 
the cardinal point of the whole doctrine of socialism. If this 
proposition can be scientifically established, the theory of social- 
ism cannot be successfully disputed. If however this proposi- 
tion cannot be sustained, then the whole economic fabric of 
socialism falls. 

Notwithstanding the extensive circulation of Marx's writings 
and their translation into English as well as other languages, 
his economic doctrines and especially his theory of surplus 
value are very little understood among English readers. Before 
attempting any criticism of his theories we shall therefore briefly 
state his position as presented in his great work, Capital. 

Statement of Marx's Economic Doctrines. 

The theory of value with which Marx's book opens is sub- 
stantially that of Ricardo ; namely, that commodities exchange 

1 Marx's Capital was first published in German in 1867; it was translated into Rus- 
sian in 1872, into French in 1873 and into English in 1886, and it is now published 
in America by D. Appleton & Co., New York. 
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on the basis of the quantity of labor consumed in their produc- 
tion. 1 He endeavors to show that while surplus value comes 
to the surface in the sphere of circulation (buying and selling) 
it cannot originate there ; for, as there is nothing in the process 
of exchange which produces value, that process cannot create sur- 
plus value. 2 The buying and selling of " labor power " is next 
considered. 3 Marx treats labor as a commodity whose price is 
determined, like that of everything else, by the quantity of 
labor consumed in its production.* He then assumes that the 
cost of maintaining the laborer and his family twenty-four hours 
and the production of three shillings in gold both consume the 
same amount of labor power ; hence three shillings represent 
the full economic value of a day's labor. Thus, according to his 
own theory, the capitalist in buying labor (as in buying all other 
commodities) pays for it the full economic value. 5 Consequently 
there is as yet no surplus value created, because economic 
equivalents are thus far given and received. 

Since labor power is the only factor capable of creating 
surplus value, and can create it only when used as a productive 
force, we can ascertain how surplus value arises and how the 
laborer is exploited only by following him into the sphere of 
production. Thither Marx now conducts us, with the assurance 
that " here we shall see not only how capital produces but how 
capital is produced. . . . We shall at last force the secret of profit- 
making'' 6 

1 " Commodities therefore, in which equal quantities of labor are embodied or which 
can be produced in the same time, have the same value. ... As values, all commodi- 
ties are only definite masses of congealed labor-time." Capital, p. 6. 

2 " Turn and twist them as you may, the facts remain unaltered. If equivalents 
are exchanged, no surplus value results, and if non-equivalents are exchanged, still 
no surplus value. Circulation of the exchange of commodities begets no value." 
Ibid. p. 141. 

3 Chapter iv, part i, is entirely devoted to this subject. 

4 " So far as it [labor power] has value, it represents no more than a definite 
quantity of the average labor of society incorporated in it. . . . Given the individual, 
the production of labor power consists in his reproduction of himself or his mainten- 
ance." Capital, p. 149. 

5 Ibid. p. 151. • Ibid. p. 155. The italics are mine. 
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How Surplus Value is Created. 

Marx undertakes to show, for the first time, just where and 
how, through the process of economic law, the laborer is ex- 
ploited or robbed of half he produces. He explains that under 
capitalistic production — which he correctly dates from the six- 
teenth century — the capitalist buys all the factors in produc- 
tion and sells the product. Since he has purchased the labor 
power, tools and raw material, in accordance with the law of 
value already explained the results are legitimately his. For 
the same reason that the value of labor power, tools and raw 
material is determined by the amount of necessary labor expended 
in their production, the value of the commodities they jointly 
produce, Marx reminds us, must be fixed by the same law. 1 

He assumes 2 for the purpose of his illustration that the raw 
cotton necessary to make ten pounds of yarn costs ten shillings, 
and that " the wear and tear of the spindle, which for our pres- 
ent purpose may represent all other instruments of labor em- 
ployed, amounts to the value of two shillings." Thus twelve 
shillings of the value represented in the ten pounds of yarn is 
directly due to the cost of the cotton and of the machinery used 
in making the yarn. The only factor that now remains to be 
added is the labor of spinning, without which the raw cotton 
would not be turned into yarn. This process he states as 
follows : 

We assumed on the occasion of its sale that the value of a day's labor 
power is three shillings, and that six hours' labor are incorporated in 
that sum. . . . The same quantity of labor is also embodied in a piece 
of gold of the value of three shillings. Consequently, by the mere labor 
of spinning, a value of three shillings is added to the cotton. Let us 
now consider the total value of the product, the ten pounds of yarn. 
Two and a half days' labor have been embodied in it ; of which two days 
were contained in the cotton .and in the substance of the spindle worn 
away, and half a day was absorbed during the process of spinning. This 
two and a half days' labor is also represented by a piece of gold of the 
value of fifteen shillings. Hence, fifteen shillings is an adequate price 
for the ten pounds of yarn, or the price of one pound is eighteen pence. 

1 Capital, p. 167. 2 Ibid. 



No. 4.] ECONOMIC BASIS OF SOCIALISM. 567 

Our capitalist stares in astonishment. The value of the product is ex- 
actly equal to the value of the capital advanced. The value so advanced 
has not expanded, no surplus value has been created, and consequently 
money has not been converted into capital. 1 

The capitalist is then described as being in anything but a 
tranquil state of mind at the result ; and, after he has been 
made to offer some weak but truly orthodox reasons why he 
should have had a profit, he is represented as leaving " all such 
like subterfuges and juggling tricks to the professors of politi- 
cal economy who are paid for it," and as turning his attention 
to concocting a new scheme for the creation of surplus value — 
in which he succeeds. In analyzing the factors in production, 
the capitalist discovers that no surplus can be squeezed out of 
the raw material or the spindle. The only factor that can be 
exploited is therefore labor power. In examining this, he finds 
that three shillings maintains the laborer during twenty-four 
hours, of which time he works only six hours. If the laborer 
should be made to work twelve hours, which he can do without 
extra cost, the capitalist could have the product of the additional 
six hours as surplus. The capitalist (whom Marx represents as 
knowing his business better than the economist) then resumes 
business on this twelve-hour plan with complete success. The 
process is stated thus : 

The laborer therefore finds in the workshop the means of production 
necessary for working not only during six but during twelve hours. Just 
as during the six hours' process our ten pounds of cotton absorbed six 
hours' labor, and became ten pounds of yarn, so now twenty pounds of 
cotton will absorb twelve hours' labor and be changed into twenty 
pounds of yarn. Let us examine the product of this prolonged process. 
There is now materialized in this twenty pounds of yarn the labor of five 
days, of which four days are due to the cotton and the lost steel of the 
spindle, the remaining day having been absorbed by the cotton during 
the spinning process. Expressed in gold, the labor of five days is thirty 
shillings. This is therefore the price of the twenty pounds of yarn, 
giving as before eighteen pence as the price of a pound. But the sum 
of the values of the commodities that entered into the process amounts 
to twenty-seven shillings. The value of the yarn is thirty shillings. 

1 Capital, p. 171. 
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Therefore the value of the product is one-ninth greater than the value ad- 
vanced for its production ; twenty-seven shillings have been transformed 
into thirty shillings ; a surplus value of three shillings has been created. 
The trick has at last succeeded ; money has been converted into capital. 1 

Marx thus claims that in the spinning process six shillings of 
value have been added to the twenty pounds of yarn by the use 
of labor power for which the laborer has received only three 
shillings. Thus the surplus value created by the spinner is 
exactly equal to his wages. Throughout the whole discussion 
in the remaining 625 pages Marx never tires of reminding the 
reader of this fact. 

Marx's position has been stated and his process of creating 
surplus value presented — mainly in his own words. Let us now 
examine the economic workings of this process, and see whether 
" the trick " was really performed by the capitalist in the eco- 
nomic process of producing the material basis of civilization — 
cr by Marx himself in the metaphysical process of producing 
an immaterial basis for socialism. 

Examination of the Process of Producing Surplus Value. 

It will be remembered that, in demonstrating the operation 
of the law of economic value, 2 Marx first manufactures ten 
pounds of cotton yarn, in which the cost of the different factors 
consumed is stated as follows : 

Cost of raw cotton \os. 

Cost of wear and tear of machinery 2s. 

Cost of labor power $s. 

Total cost 15s. 

Marx then tells us that the same amount of labor power is 
expended in the production of fifteen shillings in gold, so that 
the ten pounds of yarn and the fifteen shillings are the exact 
economic equivalents of each other. To use his own formula, 
the case stands thus : 15s. value of yarn = 10s. raw cotton + is. 
machinery + 3J. labor power ; and fifteen shillings is all the 

1 Capital, p. 175. 2 Ibid. p. 171. 



No. 4. J ECONOMIC BASIS OF SOCIALISM. 569 

capitalist can get for his yarn, and no surplus value is produced. 
Marx then produces for us twenty pounds of yarn, in the pro- 
cess of producing which a surplus value of three shillings is 
created. He sees, of course, that in producing twenty pounds 
of yarn the raw material consumed and the wear and tear will 
be twice as great as in the production of ten pounds ; but he 
discovers that the laborer lives twenty-four hours on three shil- 
lings and, in the first process, works only six hours a day to 
earn the three shillings. He now makes him work twelve hours 
a day and produce twenty instead of ten pounds of yarn. And 
since the laborer can live now, as before, on three shillings a 
day, he only pays him three shillings for twelve hours' labor. 
Accordingly the results of the second process are as follows : 

Cost of raw cotton 20s. 

Cost of wear and tear of machinery 4s. 

Cost of labor power $s. 

Total cost 27^. 

Marx assumes that, since the value of ten pounds of yarn is 
fifteen shillings, that of twenty pounds must be thirty shillings ; 
hence three shillings surplus value has been created. To use 
his formula, the " prolonged process " stands thus : 30J. value 
of yarn = 20J. raw cotton + 4s. machinery + 3*. labor power + 
3^. surplus value. Then as with a flourish of trumpets he 
exclaims : " The trick has at last succeeded ; money has been 
converted into capital." And, as if to assure us that everything 
has been done on the square, he adds : 

Every condition of the problem is satisfied, while the laws that regu- 
late the exchange of commodities have been in no way violated. . . . 
Yet for all that he [the capitalist] draws three shillings more from circu- 
lation than he originally threw into it. 1 

If we ask whence came this three shillings' surplus value, he 
promptly replies : From prolonging the working day to twelve 
hours and thereby making the laborer produce twenty instead 
of ten pounds of yarn for the same pay. Now "the trick" 

1 Capital, p. 176. 
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has surely succeeded, and it almost seems as if the capitalist 
had performed it ; but let us look at it once more. 

In the first instance the case stood : \$s. value of yarn = 10s. 
raw cotton + 2s. machinery + 3*. labor power. Why was the 
value of the yarn just fifteen shillings ? Because, explains 
Marx at great length : " Fifteen shillings were spent in the open 
market upon the constituent elements of the product, or (what 
amounts to the same thing) upon the factors of the labor pro- 
cess." 1 He explicitly tells us that the only reason why the 
capitalist could not get sixteen or seventeen shillings for his 
yarn was that only fifteen shillings had been consumed in its 
production. 

Now let us look at the twenty pounds of yarn produced under 
the " prolonged process " in the light of the law Marx has ap- 
plied to the production of the ten pounds. Here the cost of 
the raw material is twenty shillings ; wear and tear, four shil- 
lings ; labor power, three shillings ; total cost, twenty-seven 
shillings. Therefore, according to the above law, the total 
value of the product is twenty-seven shillings. " Oh no ! " 
exclaims Marx ; that would give no surplus value. The cost of 
the yarn in this case, he admits, is only twenty-seven shillings, 
but he insists that its value is thirty shillings. 2 According to 
Marx, then, his economic law of value works thus : 10s. + 2s. + 
y. cost = 1 5 j. value ; while 20s. + 4s. + 3^. cost = 30J. value. 
In other words, 15J. = 15J., but 27s. =3cw. Now by what appli- 
cation of his own law of value, according to which fifteen shil- 
lings' cost can only produce fifteen shillings' value, can he make 
twenty-seven shillings' cost produce thirty shillings' value ? 
Clearly, if the twenty pounds of yarn, the production of which 
only cost twenty-seven shillings, can have a value of thirty 
shillings, then by the same law the ten pounds of yarn, whose 
production cost fifteen shillings, can have a value of sixteen 
shillings and six pence. To assume that, while a cost of fifteen 

1 Capital, p. 171. 

2 " The sum of the values of the commodities that entered into the process amounts 
to twenty-seven shillings. The value of the yarn is thirty shillings. ... A surplus 
value of three shillings has been created." Ibid. pp. 175, 176. 
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shillings cannot yield a value of more than fifteen shillings, a 
cost of twenty-seven shillings can yield a value of thirty shil- 
lings, is to violate alike the laws of logic and the rules of arith- 
metic ; and this self-contradiction destroys the whole basis of 
his theory. Manifestly, surplus value was no more created in 
the production of the twenty pounds of yarn than in that of the 
ten pounds. The three shillings here paraded as surplus value 
is a pure invention of Marx. True, " the trick has at last suc- 
ceeded " ; but it was performed by Marx and not by the capital- 
ist. It is obviously a trick of metaphysics and not of economics. 
The only exploitation here revealed is the exploitation of social- 
istic credulity and not of economic labor power. 

It may be true that, after years of eager and persistent pur- 
suit of the capitalistic robber, Marx actually deluded himself 
into the belief that he had here found him. But whatever may 
have been Marx's mental condition, the fact remains that a 
purer specimen of intellectual trickery, a more clean-cut piece 
of metaphysical sleight-of-hand than is here exhibited, is not to 
be found in the literature of economics. The neatness of the 
"trick" is proven by the fact that this worthless counterfeit of 
an argument has passed for more than twenty years for sterling 
coin. Instead of every condition of the problem being satisfied, 
as he boastfully claims, they have all been boldly violated. A 
theory according to which \$s. value = \$s. cost, while 30J. value 
= 27s. cost, needs only to be stripped of its metaphysical gar- 
ment and once seen in its simplicity in order to be rejected as 
unworthy a place in the literature of any science. 

The fallacy here so boldly flaunted — and made to do service 
as the scientific basis for a radical reconstruction of society — 
can be exposed in many ways. It is true that, in Marx's second 
case, the laborer is made to produce twenty pounds of yarn for 
the same wages which he previously received for producing ten 
pounds. But instead of creating a surplus value of three shil- 
lings for the capitalist, this change of cost, according to Marx's 
own law of value, should have reduced the price of the product 
three shillings to the consumer. It is a well established law in 
economics that the value of commodities tends to diminish as 
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the amount of the product per unit of labor cost increases. 
That Marx recognizes this principle, when discussing other 
phases of the subject, is clear from the following statement : 

Let us assume that some invention enables the spinner to spin as 
much cotton in six hours as he was able to spin before in thirty-six hours. 
His labor is now six times as effective as it was for the purposes of useful 
production. The product of six hours' labor has increased six-fold, 
from six pounds to thirty-six pounds. But now the thirty-six pounds of 
cotton absorbs only the same amount of labor as formerly did the six 
pounds. One-sixth as much new labor is absorbed by each pound of 
cotton, and consequently the value added by the labor to each pound is 
only one-sixth of what it formerly was. 1 

But in the hypothetical case which we have been examining 
the situation is exactly similar. The laborer who, in Marx's 
second case, produces twice as much yarn for three shillings as 
he produced in the first case, now adds only half as much value 
to each pound of yarn he produces. Hence, for the same reason 
that he added three shillings to the value of the ten pounds of 
yarn, he only adds three shillings to the value of the twenty 
pounds ; and consequently its value can only be twenty-seven 
shillings) and no surplus value is created. 

Suppose (instead of doubling the length of the laborer's work- 
ing day) that the price of raw cotton should fall fifteen per cent. 
The cost of the different factors in the production of twenty 
pounds of yarn would then be as follows : 

Raw material 1 7^. 

Cost of wear and tear of machinery 4^. 

Two days' labor, six hours each 6s. 

Total 27s. 

The laborer in this instance receives twice as much as when 
working for Marx, but the result is exactly as before, the only 
difference being that the three shillings is saved on the cost of 
raw material instead of the cost of labor power. Would Marx 
claim that the value of the yarn is now thirty shillings ? Cer- 
tainly not ; on the contrary, he would insist that it could not 
1 Capital, p. 183; see also pp. 151, 171, 172, 175, 176, 194, 195, 196. 
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possibly be more than twenty-seven shillings, since (as he repeat- 
edly declares) auxiliary capital and raw material can only add to 
the value of the product the value which they lose in the pro- 
cess — i.e. the cost of replacing them 1 — and every fall in the 
cost of raw material shows itself in the fall of the value of the 
product. Indeed, were this otherwise, cheap raw material and 
improved machinery would have no influence in reducing the 
price of commodities. If then the twenty-seven shillings' cost, 
in this instance, could only yield twenty-seven shillings' value, 
by what rule of logic or experience can it be assumed that, by 
transferring three shillings of the cost from the raw material 
to the labor power, the twenty-seven shillings' cost would yield 
thirty shillings' value ? As a matter of economic law it can make 
absolutely no difference to the value of the product whether 
the twenty-seven shillings' cost is made up of three shillings' 
labor, four shillings' machinery and twenty shillings' raw mate- 
rial, or of twenty shillings' labor, four shillings' machinery and 
three shillings' raw material. If the labor power cost nothing 
and machinery and raw material cost twenty-seven shillings, 
or the raw material and machinery cost nothing and the labor 
cost the whole twenty-seven, the economic result would remain 
identical. Whether the twenty-seven shillings of cost is all in 
one item or is spread over a hundred items, makes no economic 
difference ; it has the same aggregate effect on the value ; if it 
will yield a value of thirty shillings when it is all spent in labor 
power, it will do the same when it is all spent in raw material 
and machinery and nothing is paid for labor power. 

If we investigate the cause of any fall in the cost of raw 
material or of machinery, we shall find that it is due to the 
diminution in the cost of labor power devoted to its production. 
Suppose, for instance, that the price of raw cotton has fallen 
owing to an increased crop ; the diminished value of the crop, 

1 "The value of a commodity therefore varies directly as the quantity and inversely 
as the productiveness of the labor incorporated in it." Capital, p. 7. " It [machinery] 
never adds more value than it loses on an average by wear and tear." Ibid. p. 383. 
"The less labor it [machinery] contains, the less value it imparts to the product. 
The less value it gives up, so much the more productive it is, and so much the more 
its services approximate to those of natural forces." Ibid. p. 386. 
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as Marx admits, 1 is really due to the fact that with a given 
amount of labor the product has been increased ; hence the 
cost of labor power per unit of product is reduced. So too 
with machinery ; if the cost is lessened, it is because either 
cheaper labor or labor-saving machinery has been employed in 
its production. 2 Thus we see that it makes no real difference 
whether the three shillings' reduction in the cost of producing 
twenty pounds of yarn shows itself in the raw material, in the 
wear and tear of machinery or in the wages of the spinner ; in 
any case it is ultimately due to a diminution in the cost of labor 
power. 

Therefore, from whatever aspect we view the subject, Marx's 
attempt to show that fifteen shillings' cost can yield only fifteen 
shillings' value, but that, by a mere change in the distribution 
of the items of expenditure, a cost of twenty-seven shillings 
will yield a value of thirty shillings, is a complete failure ; and 
consequently his theory of surplus value and " the exploitation 
of the laborer " breaks down entirely. With the failure of this 
doctrine, the economic basis and scientific character of social- 
ism vanishes ; and as a system for the industrial reconstruction 
of society it is reduced to the level of a merely sentimental 
movement. 

The Cause of Marx's Theory. 

The fatal error into which Marx has fallen is primarily due 
to his unqualified acceptance of the doctrines of Ricardian 
economics. The postulate to which Marx clung most tena- 
ciously is that suggested in Adam Smith's assertion, that " labor 
is the real measure of the exchangeable value of all commodi- 
ties" ; which Ricardo elaborated into the theory that the "value 
of commodities is determined by the quantity of labor necessary 
to their production." Naturally this had a great attraction for 
Marx, because it seemed to him to make the laborer the source 
and therefore the rightful owner of all wealth. 

1 " For example, the same amount of labor in favorable seasons is embodied in 
eight bushels of corn and in unfavorable only in four." Capital, p. 7. 

2 "The production of machinery by machinery lessens its value relatively to its 
extension and efficiency." Hid. p. 386. 
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If Marx had been more of an economist and less of a revo- 
lutionist, he might have seen that this was one of the many 
instances where Ricardo came very near the truth but just 
missed it. The error of the above postulate consists in making 
the value of the product depend upon the quantity instead of the 
cost of the labor power expended in its production. Ricardo 
erroneously assumes that the quantity of labor and the cost of 
labor are equivalent expressions. 1 This, however, is only true 
so long as the cost of labor per unit of time remains the 
same. Since labor power, like every other factor in production, 
can only affect the value of the product as an item of cost, it 
is very clear, no matter how much the quantity of labor may 
vary, that the value of the product will vary only with the 
variation in the aggregate cost of that labor. Therefore, in 
the last analysis, it is not the quantity but the cost of that 
quantity which affects the value. Indeed, if the laborer should 
work for nothing he would then, as Marx says of machinery, 
"approximate natural forces," and his labor, like sunlight, air 
and gravitation, would add nothing to the value because it cost 
nothing. And if the cost of labor per unit was doubled, the 
value of the product would increase in the same proportion 
without any increase in the quantity of labor expended in its 
production. 

In considering the relation of the cost of labor to the value 
of the product, it should always be remembered that it is the 
total cost of the aggregate labor consumed in a given unit of 
product which affects its value, and not necessarily the cost 
per unit of labor. If the cost of labor per unit of time is dimin- 
ished, the quantity of labor consumed in a unit of product may 
be increased without increasing its value. And, conversely, if 
the cost of a unit of labor is increased, the quantity of labor 
consumed in a unit of product may be diminished without reduc- 
ing its value. This explains why the product of ten hours' labor 
of a coolie, who works for six cents a day in the rice fields of 
Asia, has a much less value than the product of ten hours' labor 
of a jeweller who receives seven dollars a day in New York city. 
1 Political Economy and Taxation, pp. 10-14. 
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And yet, with the aid of modern machinery, the high-priced 
American can produce commodities at a less price per unit than 
can the low-paid Asiatic. It is upon this principle that high- 
priced labor as a productive force is generally cheaper than 
low-priced labor. Although the labor power of the former 
costs more per unit of time, the total product is so much larger 
that the cost of his labor per unit of product is less than that 
of the low-paid laborer who works without machinery. 

Thus it is that the value of a commodity varies with a varia- 
tion in the quantity of labor devoted to its production only 
when the cost of the labor power per unit of time remains 
the same. If, instead of unqualifiedly accepting Ricardo's crude 
formula, Marx had recognized this fact, he would have seen 
that when the laborer's working day was doubled without any 
change in his daily wages, although the quantity of labor 
expended was double, the total cost of labor power was the 
same ; hence, as double the amount was produced, the cost of 
labor power per unit of product was reduced one-half. It would 
then have been clear to him that the value of the twenty pounds 
of yarn could have been increased only three shillings by the 
twelve hours' labor, because three shillings was all the twelve 
hours' labor cost. The product of the three shillings' worth of 
labor being twenty instead of ten pounds of yarn, the labor 
cost of each pound was of course fifty per cent less. If the 
same labor had cost twenty-seven shillings instead of three 
shillings, it would have added a value of twenty-seven shillings 
to the yarn instead of three shillings ; and if the same labor 
had only cost one shilling instead of three, then the value of 
the product could have increased only one shilling instead of 
three shillings. 

But (says the socialist, still in quest of the source of profits) 
granting that Marx did not find the three shillings surplus 
value ; granting that the value of the twenty pounds of yarn was 
only twenty-seven shillings, and not thirty as he claimed ; and 
admitting also that this mistake was due to his acceptance of 
the Ricardian error of regarding the quantity instead of the 
cost of labor as the value-determining factor in production, — 
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where do profits come from ? If the law of economic value 
demands the exchange of equivalents and twenty-seven shillings' 
cost can only give twenty-seven shillings' value, how can there 
be profits without robbery ? This is the next question to be 
considered. 

How Economic Profits are Equitably Evolved. 

I agree with Marx that, if profits have any legitimate eco- 
nomic existence, they must arise in the sphere of, and be sub- 
ject to the law of, economic prices ; and that the evolution of 
profits must therefore be sought in the process of economic 
production. It should be remembered, however, that the first 
condition of a scientific law is that it must explain existing and 
constantly recurring phenomena. This is just what Marx has 
not attempted to make his theory do. He formulated, or rather 
borrowed from Ricardo, the theory that the value of commodi- 
ties equals the aggregate value of the factors consumed in their 
production — i.e. value equals cost. But in applying his theory, 
while assuming free competition, he deals only with a single 
producer ; or if with more than one, he assumes that they all 
produce at the same cost per unit. Now this is precisely what 
does not occur. Uniform cost of production does not exist ; 
it never has existed since the capitalistic system of production 
came into existence. The characteristic feature of that system 
is free competition among numerous producers who produce at 
an ever increasing variety of costs per unit of product. It is 
not surprising that Marx failed to find economic profits when he 
ignored the very conditions under which profits always exist. 1 

If we examine the economic movement under conditions of 
varying cost of production, we shall easily see how surplus value 
is economically possible without exploitation of the laborer and 
in strict accordance with Marx's own theory of value. Let us 
suppose that there are six (there may be six hundred) manufac- 
turers or groups of manufacturers who produce the same grade 

1 The failure of Marx to recognize the influence of varying costs of competing 
producers upon the creation of surplus is the more surprising since Ricardo, of 
whom he was a close student, explicitly applied that principle in his law of rent. 
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of cotton cloth and sell it in the same market. And let us 
further suppose (what actually exists on every side) that from 
various causes, e.g. different degrees of skill, different amounts 
of capital, etc., the actual cost of making the cloth and placing 
it upon the market is slightly different in each case. For 
example, suppose that A, for whatever reason, produces at 
the greatest disadvantage and can barely make print cloth of 
64x64 quality at a cost of four cents a yard; that B, through 
some economic advantage derived from larger capital or supe- 
rior management or the like, can produce the same cloth at 
three and four-fifths cents a yard ; C at three and three-fifths 
cents ; D at three and two-fifths cents ; E at three and one- 
fifth cents ; and F at three cents. Under these conditions, and 
according to the law that value equals cost, what will be the 
price of the cloth ? The self-interest both of consumers and of 
producers will make it impossible for the cloth to be sold at six 
different prices in the same market. If the price is fixed at the 
cost of production, and if (as is generally admitted) under eco- 
nomic freedom there cannot be two prices for the same article 
in the same market, then the price of all the cloth produced 
must necessarily be equal to the cost incurred by some one of 
the six producers. Which of the six occupies that price-making 
position ? 

Since the cost of A's product is the highest, his price will of 
course be the first to be affected by the pressure of the con- 
sumer to buy at the minimum. If A's cloth is to be sold, the 
downward movement of the price must necessarily be arrested 
at his cost of production. As his portion of the supply cost 
four cents a yard, that, so far as he is concerned, is the equiva- 
lent of the cloth, and that must be his minimum price. On 
the other hand, the consumer will not give more than four cents 
a yard ; because B, who can make the same cloth for three and 
four-fifths cents, will gladly take four cents and make one-fifth 
of a cent profit rather than not sell. So long as the consumer 
can obtain the cloth from B for four cents a yard, he certainly 
will not give more than that for it to A. Therefore four cents 
a yard is both the lowest price A can afford to take and the 
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highest he can possibly get. What A must have, all the others 
can have, and four cents a yard will be the selling-price of the 
whole product in that market. 

Under these conditions A will sell exactly at cost. He, like 
Marx's producer, will give and receive quid pro quo and have no 
surplus or profit. All the other manufacturers, selling their 
product at the same price as A, give the same equivalent for 
what they receive ; but at the same time, since they produce at 
less cost, they reap profits equal to the difference between their 
cost of production and A's. Here profit emerges, and the 
relative position of the various groups will be as follows : 





Cost 


Price 


Profit 


Total Profits 


',f(lCitlf£T 


per yard. 


per yard. 


per yard. 


per 1000 yards. 


A. 


4 cts. 


4 cts. 


cts. 


$0.00 


B. 


3i" 


4 " 


* " 


2.00 


C. 


si" 


4 " 


1 " 


4.00 


D. 


3^ 


4 " 


1 " 


6.00 


E. 


3i" 


4 " 


t " 


8.00 


F. 


3 " 


4 " 


I " 


10.00 



All the conditions of economics and ethics have here been 
fulfilled ; equivalent has been given for equivalent ; value equals 
cost — and profits are produced. If it is asked why B, C, D, E 
and F should receive the same price for their cloth as A, when 
they can make it at a less cost, the answer is that they furnish 
the same equivalent for what they receive that he furnishes. 
To give A more than four cents a yard would be both inequita- 
ble and uneconomic : inequitable, because it would be giving 
more than an equivalent for the cloth ; uneconomic, because it 
would be adding a burden to the consumer in order to give a 
premium to the most incompetent producer, thereby destroying 
the incentive for developing improved methods of production. 
All that the consumer can in equity demand or by economic 
law exact from the producer is that he shall obtain the full 
equivalent of his four cents. This he obtains from B and 
from all the others as completely as from A. The only differ- 
ence between the six producers is that, from causes peculiar to 
themselves, some of them make nature do more than others. 
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Nature does one-fourth more for F than for A, but they all do 
precisely the same for the consumer ; they all give him a yard 
of exactly the same quality of cloth for four cents. The con- 
sumer has no claims upon B which A is not equally bound to 
satisfy. And if B should consent to sell at three and four- 
fifths cents a yard, nobody would continue to buy from A at 
four cents. There is no principle in equity which demands that 
B or C or D or E or F shall give more cloth for four cents 
than A gives ; nor is there any law in economics by which they 
can be made to do so. 

Moreover, the profits thus evolved are not only economic 
and equitable ; they are actually beneficial to the community. 
They are not obtained by exploiting the laborer. They are 
the premium offered by economic law for the invention of 
superior methods of production, by the use of which the com- 
munity, including the laborer, obtains an increasing amount 
of wealth for the same services. It is the community that 
ultimately reaps the greatest advantage ; for the great profits of 
F constitute an incentive to increased production ; and the only 
way F can insure the sale of his larger product is by undersell- 
ing his competitors. Just as frequently as this occurs, the 
profits of the last profit-man are handed over to the community 
in lower prices. This is what is constantly taking place, as fast 
as the concentration of capital is increased and improved meth- 
ods of production are employed. This movement is indicated 
in the following diagram : 

Diagram I. 



Profit. 



4 i-. 
O C. 



Price. 



4C 
4c 
4c. 
4 c 
4C 
4c. 



Actual Cost. 



Cost Saved 
by Capital. 



Minimum cost 3 c. | Source 

3iH_, ° f 

-,2^71 Profits. 

31-c 

3fc. 

Maximum cost 4 c 



It will be seen that A, who represents maximum cost, pro- 
duces at four cents and sells at four cents and has no surplus ; 
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and that all the others as they save on the cost side increase on 
the surplus or profit side. That is to say, in proportion as they 
recede from the cost line of A on the right, they increase in the 
profit column on the left. It will also be seen that the increase 
in the profit column in no way affects the price column. It is 
simply a transfer from the cost side to the profit side of what is 
saved by the use of improved methods. 

It is clear that the profits of B, C, D, E and F are not 
obtained at the expense of equity. They pay the same wages 
and they fulfil all the other economic requirements just as com- 
pletely as does A, or as do the shoemaker or the farmer with 
whom they exchange their products. Their profits are due 
entirely to conditions peculiar to them, and come through 
them from nature and not from the consumer or laborer through 
injustice. And just as fast as the dearest man is undersold, 
these profits are passed to the public ; and the only means by 
which the consequent diminution of profits can be checked is 
by capital making another draught upon nature. Thus capital, 
through the incentive of profit, becomes the constant means of 
exploiting nature for the benefit of society — instead of exploit- 
ing the laborer and consumer for the benefit of the capitalist, 
as Marx and his disciples so persistently claim. 

If we pass to the sphere of labor, we find that the Ricardo- 
Marx theory is as inadequate to explain the price-making phe- 
nomena here as it is in the sphere of commodities. Marx 
admits that the value of labor power is determined by the cost 
of its production, just as is the value of commodities. Accord- 
ing to his hypothesis, that the value of every pound of yarn 
must be equal to the sum of values that enter into its pro- 
duction, the value of every day's labor must be equal to the 
sum of values that enters into its production, i.e. the wages of 
every laborer must be equal to the cost of his own living. Now 
we know that in every industry the wages of the same class of 
laborers tend to uniformity, while the cost of living of the in- 
dividual laborers varies greatly. For example : we know that, 
in New York city, painters, carpenters, bricklayers, cigar- 
makers, tailors, etc., who work on the same grade of work or 
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in the same shop get the same wages, but individually the cost 
of their living varies in some cases several dollars a week. On 
the Marxian hypothesis, that the capitalist who sells his yarn 
for more than it costs him exploits some of the factors of pro- 
duction, the laborer who obtains more for his labor than it cost 
him must also have exploited some other factor in the process. 
Marx would object to charging the laborer with robbery ; his 
purpose is to prove the other man the thief. Yet if it is a 
scientific law in economics that the possession of a surplus 
proves exploitation, then a surplus in the hands of the laborer 
who has sold his labor power for more than it cost him is as 
conclusive evidence of exploitation as is a surplus in the hands 
of the capitalist who has sold his commodity for more than it 
cost him. Scientific law does not discriminate between in- 
dividuals ; there is no operation of natural law under which the 
laborer is an honest man and the capitalist a thief when both 
are doing the same thing. If the profits or surplus of the 
capitalist class necessarily represent the robbery of the laborer, 
then the hundreds of millions of dollars of surplus in savings- 
bank deposits and homesteads owned by the laborers prove that 
they must have unjustly exploited either the capitalist or their 
fellow laborers or the community. 

A theory which thus puts vice at a premium and virtue at a 
discount, by showing that none but thieves succeed and that 
the only reward for honesty is failure and poverty, should only 
need stating in order to be rejected. But this is the logical 
result of Marx's theory of profits ; a result, it is fair to assume, 
which neither Marx nor his followers would accept. 

The other theory which I have presented puts an entirely 
different complexion on the whole matter. According to my 
hypothesis the value of labor is governed by the same law as 
that of everything else in the sphere of exchange ; namely, by 
the cost of producing the most expensive portion. There is 
however an important distinction between these two classes of 
phenomena which should always be remembered when dealing 
with the value of commodities and of labor ; namely, that while 
all price-creating phenomena are governed by the same law, the 
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price of commodities and labor move in different directions. 
Although the value of both labor and commodities is determined 
by the cost of the most expensive portion of the necessary 
supply, that portion occupies opposite positions in the two 
cases. While the capitalists who furnish the most expensive 
portion of the supply of commodities are the poorest and lowest 
in their class (as shown in Diagram I), the laborers who furnish 
the most expensive portion of the supply of labor power are the 
best and highest in their class. 



Diagram II. 
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Here it will be observed that all the movements are exactly the 
same as in the case of commodities (Diagram I) ; but the rela- 
tive positions of all are reversed. Laborer A, like capitalist A, 
is the dearest. His labor power cost him $2.00 a day and he 
sells it for $2.00 a day and has no surplus. But instead of his 
being at the bottom of his class he is at the top. The wages 
of laborer A, like the price of capitalist A, is the same as 
(and fixes) that of all the others. In proportion as the cost of 
living of laborers B, C, D, E and F recedes from the cost line 
of A on the right does their net surplus increase in the savings 
column on the left. That is to say : in proportion as any of the 
other laborers live upon less than A they are enabled to sell 
their labor for more than it actually costs them. And the 
difference constitutes a net surplus either to be saved, expended 
upon luxuries or disposed of as the laborer sees fit. Thus the 
lowest laborers are enabled to obtain wages larger than the cost 
of their own labor because the dearest laborers are compelled 
to demand a higher price for their labor power in order to obtain 
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the equivalent of its cost. That is why we frequently find that 
a certain portion of the class of low-paid laborers can save 
money, while a certain portion of a much higher class of laborers 
whose wages are double have great difficulty to make both ends 
meet ; and that is why the most intelligent and best paid labor- 
ers are usually the most discontented. 

Thus it is that in the progress of civilization the price of 
commodities and that of labor move inversely to each other ; 
social welfare being promoted only when the price of com- 
modities falls and that of labor rises. It will also be found that 
the movement by which wages rise, prices fall and society pro- 
gresses, results from the struggle between the highest laborers 
and the lowest capitalists. This seemingly paradoxical position, 
according to which price phenomena move by the same law in 
opposite directions and social progress results from the pressure 
of the most advanced laborers against the most incompetent 
capitalists, is illustrated in Diagram III, in which the price 
movement of both labor and commodities are presented. 



Diagram III. 
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It will be seen here that laborer A, who is the dearest and 
highest in his class, and capitalist A, who is the dearest but 
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the lowest in his class, come directly together. Occupying the 
price-fixing position in their class, both of them sell at cost 
and have no surplus ; but all the capitalists above and all the 
laborers below A show a surplus in the left-hand column ex- 
actly in proportion as their cost line recedes on the right from 
that of A. Thus by the same law according to which the pos- 
sibility of profits for manufacturers B, C, D, E and F is due to 
their ability to produce at less cost than A, the possibility of a 
surplus (savings) for laborers B, C, D, E and F is due to their 
cost of living being less than that of A. Clearly, therefore, the 
savings of the laborers and the profits of the capitalists both 
represent a net surplus due to their ability to produce labor 
power and commodities at less cost than the dearest of their 
class while selling it at the same price ; and hence the surplus 
in each case is economically identical. 

It will be seen that it is the most advanced laborer and the 
poorest capitalist who have no surplus, and the least expensive 
laborer and the most competent capitalist who have a surplus. 1 
It would at first sight seem that the surplus should in both 
cases go to the highest in his class. The reason this is not the 
case is because, in the progress of society, the movement of 
the price of commodities is downwards while that of the price 
of labor is upwards. That is to say : the dearest laborer occu- 
pies the rising and progressive position, heading towards the 
brighter future, while the dearest capitalist occupies the declin- 
ing position, receding into the dark past. The surplus of the 
less expensive laborers is the advantage they receive from the 
struggles of their more expensive brethren. More or less of 
this surplus is expended on what to them are luxuries, but by 
use become habitual wants. The dearest capitalist being at 
the bottom, the profits of the others do not, as in the case of 

1 The least expensive laborer is not necessarily the poorest laborer, either econom- 
ically or socially. An unmarried man with a high standard of living will be less 
expensive than a married man with a large family with a low standard of living. The 
least expensive laborer is the poorest laborer only when other conditions are the 
same; but whatever makes the laborer less expensive than the dearest of his class 
enables him to have a surplus. For a more complete statement of this principle, see 
Wealth and Progress, pp. 92-95. 
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labor, come from his superior struggles, but from their ability to 
make natural forces produce a greater quantity of wealth per 
unit of cost than he produces. Evidently, therefore, every 
movement for higher wages has to be made by laborer A, be- 
cause, having no margin, he will be the first to feel the pressure 
of the new wants induced by the increasing complexity of his 
social environment. And in proportion as the luxuries of those 
below him, which consume the surplus he has created for them, 
become habitual wants, he is supported in his demand for an 
advance. And in every demand thus made by laborer A for 
higher wages, he is sure to meet the greatest resistance from 
capitalist A, who has no margin from which to give increased 
wages. And in proportion as the social pressure behind laborer 
A increases and he succeeds in obtaining an increase of wages, 
capitalist A is forced either to leave the business or to use the 
superior methods employed by those above him. 

By this means the surplus of the profit-receiving capitalist 
is passed over to the laborer in higher wages. Whether this 
takes place through a fall in the price of the product or a rise 
in the price of labor amounts to the same ; in either case the 
surplus passes from the capitalist to the community. In the 
manufacture of cotton cloth this has been repeated through 
the whole circuit several times during the present century ; , the 
price of cloth has been reduced from twenty to four cents a 
yard and the wages of the laborers have doubled. 

Thus the highest and most expensive laborers are constantly 
obtaining the advantages created by the most competent capi- 
talists, and the wages of the lower and cheaper laborers are 
being advanced by the efforts of the dearer laborers. Conse- 
quently, while the laborers and capitalists occupy relatively 
opposite positions, their efforts constitute a continuously pro- 
gressive movement in which the efforts of the higher constantly 
tend to improve the condition of the lower ; a thesis which the 
industrial and social progress of the present century conclu- 
sively demonstrates. 
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The Rate of Surplus Value or Profits. 

Having reached the conclusion that surplus value is robbery 
of the laborer and that this robbery is a necessary part of the 
economic system of production, 1 Marx infers, as a necessary 
consequence, that the only remedy for the social evils arising 
from this injustice is the abolition of the system which creates 
it. To justify such a revolution in our industrial institutions, 
Marx sees that it is not enough to show that surplus value is 
robbery, nor even that the robbery takes all the gain of civiliza- 
tion, but also that the actual and relative amount of the exploita- 
tion is inordinately large. To this end he makes a supreme 
effort. In the first place, he entirely repudiates the current 
practice of basing the rate of profits upon the capital invested. 
He insists that to spread the profits over the total capital 
invested is a device invented " by vulgar political economy " to 
make the exploitation of the laborer seem smaller than it really 
is. Since it is from labor and not from capital that profits are 
drawn, it is upon wages and not upon capital that the percent- 
age of surplus should be estimated. He then gives examples to 
show that a surplus value, amounting to a small rate only when 
estimated upon the capital invested, amounts to a very high 
rate, frequently one hundred per cent, when estimated on the 
wages. 2 Indeed nearly all his examples (and they are numer- 
ous), whether drawn from hypothetical or actual cases, tend to 
show that surplus value amounts to one hundred per cent 8 — 

1 "The capitalist mode of production and accumulation and therefore capitalist 
private property have for their fundamental condition the annihilation of self-earned 
private property; in other words, the expropriation of the laborer." Marx's closing 
sentence in Capital, p. 800. 

2 Ibid. pp. 201, 533. 

3 "There is left the sum of .£3 I or. od., which is the variable capital advanced; 
and we see that a new value of £3 I or. od. + £$ 1 is. od. has been produced in its 

place. Therefore, — =-=l3 : — : f giving a rate of surplus value of more than one 

v £3 10s. od. 

hundred per cent. The laborer employs more than one-half of his working day in 
producing the surplus value." Ibid. p. 203. "Now, gentlemen, if you compare 
the working time you pay for, with that which you do not pay for, you will find that 
they are to one another, as half a day is to half a day; this gives a rate of one hun- 
dred per cent — and a very pretty percentage it is." Ibid. p. 211. Cf. pp. 176, 198, 
200, 201, 204, 219, 220, 222, 289, 541, 542, 543, S44, 550, 592. 
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i.e. equals wages — a notion which is finding acceptance even 
among economic writers who are not socialists. 1 This impres- 
sion, created by Marx, is so widely diffused and so strong that 
one of the most prominent charges made by socialists against 
the present industrial system is that capital robs labor of half 
it produces. 2 

The actual rate of surplus value or profits, however, is wholly 
a question of fact ; hence it is by facts that his or any con- 
clusions as to the rate of profits must finally be tested. In 
order to test the scientific validity of this claim, I have made 
extensive investigations covering a number of years (in most 
cases ten years together) of the cost of production, wages, 
profits, etc., in many of the largest concerns in the leading in- 
dustries, where large capital and the most modern methods are 
employed. 

Since Marx entirely rejects the idea of estimating the rate of 
profits on the capital invested and insists that it should be 
based on what the laborer receives, in order to fairly test his 
conclusions we must consider the facts from his standpoint. 
To do this we must eliminate all that is due to capital or fixed 
cost, and compare the rate of profits not with the capital in- 
vested but with the wages paid. Accordingly, in presenting the 
following data derived from four leading industries in which the 
capitalistic method of production is most thoroughly exemplified, 
I have taken no account of the capital invested, but only of the 
value of the finished product and the items of cost in its pro- 
duction, showing the actual amount and aliquot parts of raw 
material, plant etc., wages and profits in the total product, and 
the ratio of wages to profits. 

1 See Stuart Wood, New Theory of Wages, Quarterly Journal of Economics, 
October, 1888, and July, 1889. 

2 " But the fact is — and on that we lay stress — that the workers receive only 
about half of what they produce." Gronlund, Modern Socialism, p. 23. This 
statement is accompanied by several diagrams and by statistics for the purpose of 
proving its literal correctness. 
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Manufacture of Cotton Cloth. 

The data in this table are drawn from ten of the largest and most successful cor- 
porations in Fall River, Massachusetts, and cover eight consecutive years since 1880 
(1881-1S 



Actual Amount. Percentage. Rat £ '$$*" 



Raw material, plant, etc. 1 $35,480,320.94 66.05 

Wages .... 15,324,089.07 28.52 

Profits 2 . . . . 2,916,783.49 05.43 



Total value of product . $53,721,193.46 100.00 5-^ to 1 



Manufacture of Shoes. 

This table gives results obtained in one of the most permanent and successful shoe 
manufacturing concerns in New England, for ten years ending 1888: 

Actual Amount. Percentage. , J /-. * 

* to Profits. 

Raw material, plant, etc. $640,963.70 68.19 

Wages .... 272,019.70 28.95 

Profits .... 26,977.91 02.86 



Total value of product . $939,691.11 100.00 io-j 1 ^ to 1 



Manufacture of Packing Cases. 

This table represents the operations of the largest concern of its kind in the 
country, for four years : 



Actual Amount. Percentage. p 6/ * 



Raw material, plant, etc. $20,200,000 93.5 2 

Wages .... 1,080,000 05.00 

Profits .... 320,000 01.48 



Total value of product . $21,600,000 100.00 3fVo *o 1 

1 Under the head of raw material, plant, etc., are included all repairs, wear and 
tear of machinery, insurance, taxes, transient supplies, etc. I have in every instance 
given the full particulars, but have grouped them under this brief heading for con- 
venience of presentation. 

2 Profits represent the surplus after all costs are paid, and include interest. 
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Railroading. 

This table represents one of the largest and most profitable Trunk Lines running 
out of New York, for 1888 : 



Actual Amount. Percentage. p ft 



Raw material, plant, etc. $19,997,092.97 55-34 

Wages .... 12,460,708.89 34-49 

Profits .... 3» 6 75. Il8 -55 10.17 



Total value of product . $36,132,920.41 100.00 Z^i^ t0 J 

General Summary. 

This table represents all the other four combined, and therefore shows the ratio 
of wages to profits in the whole four industries, representing a product of over 
#112,000,000: 

Actual Amount. Percentage. *"% $.%?/" 

Raw material, plant, etc. 176,318,207.91 67.98 

Wages .... 29,136,717.46 25.93 

Profits .... 6,938,879.61 06.09 



Total value of product .$112,393,804.98 100.00 4-$^ to 1. 

It will be seen, from the above data, that so far from profits 
being equal to wages, they are nowhere one-fourth as large as 
wages. Where the profits are highest, wages are 337 per cent 
greater than profits ; and where they are lowest, wages are 1000 
per cent greater than profits. It must be remembered, more- 
over, that these enterprises are not earning low, nor even aver- 
age, but high profits, being among the best of their respective 
classes in the country. From the data I have collected it is 
quite clear that there is a portion (and in some industries a 
large portion) of concerns which during the same period have 
made no profits at all. 

Although I have the facts of many no-profit concerns, the 
data are not sufficient to give the proportion of these in each 
industry represented above. The complete data for one of 
them, however — for the railroads — are furnished by Professor 
Henry C. Adams, statistician to the interstate commerce com- 
mission, in his recent report (1889) which is the most complete 
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report of its kind ever published. According to the data pre- 
sented by Professor Adams, out of the $3,864,468,055 invested 
in the railroads of the United States $2,374,200,906 or 61.44 
per cent received no profits whatever in 1888, and only eleven 
one-hundredths of one per cent received from nine to ten per 
cent profit. 1 That is to say: $2,374,200,906 of capital, repre- 
senting about 84,000 miles of railroads (equal to four and a half 
times the entire railroad system of Great Britain), was used 
without profits in 1888, while only about one-tenth of one per 
cent of the capital invested in the whole 136,830 miles of rail- 
road yielded a profit of ten per cent. What is true of railroads 
is substantially true of all other industries where an increasing 
amount of capital and improved methods are employed. Clearly, 
therefore, the claim of Marx and his disciples that profits equal 
wages is as baseless in fact as his doctrine of the " exploitation 
of labor power" is false in theory. 

George Gunton. 

1 Statistics of Railways in the United States, p. 21. 



